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D. EC BRUSSELS 1368 

1. SUMMARY: THE EC IS PROMPTLY TAKING UP THE FRENCH 
"SUGGESTIONS" REGARDING THEIR RE-ENTRY INTO THE SNAKE. 
OFFICIALS HERE EXPECT SEVERAL OF THESE PROPOSALS, PERHAPS 
IN MODIFIED FORM, TO BE ACCEPTED. THEY BELIEVE THE 
FRENCH ARE LIKELY TO RE-ENTER THE SNAKE BY JULY AND 

THE SWISS MAY FOLLOW SHORTLY THEREAFTER. THIS CABLE 
SUMMART7.F.S COMMENTS BY COMMISSION AND PERM DEL SOURCES 
ON THESE ISSUES. END COMMENT. 

2. INITIAL REACTION: EC COMMISSION FINANCIAL OFFICIALS 
ARE SEEKING CLARIFICATION OF FRENCH FINANCE MINISTER 
FOURCADE'S "SUGGESTED" MODIFICATIONS TO CURRENT SNAKE 
OPERATIONS. (SEE REF B FOR THE TEXT OF THESE 
PROPOSALS.) OFFICIALS HERE NOTE THAT THERE ARE 
SEVERAL INCONSISTENCIES AND UNANSWERED QUESTIONS IN 
THESE PROPOSALS. NEVERTHELESS, THE FRENCH POSITION 
APPEARS TO BE NEGOTIABLE AND COMMISSION OFFICIALS 
BELIEVE THAT ONCE TECHNICAL DISCUSSIONS BEGIN THEY 
WILL BE ABLE TO SORT OUT THE TECHNICAL PROBLEMS. 

3. PROMPT CONSIDERATION: THE CENTRAL BANK 
GOVERNORS ARE WASTING NO TIME IN CONSIDERING THE 
FRENCH PROPOSALS. A SPECIAL MEETING OF THE CENTRAL 
BANK GOVERNORS AND THEIR DEPUTIES OF THE FIVE EC 
SNAKE MEMBERS AND FRANCE MET IN FRANKFURT ON MAY 26. 
ALTHOUGH THEY WANTED TO PARTICIPATE, NEITHER SWEDEN 
NOR NORWAY ATTENDED. THE DANES, HOWEVER, REPRESENTED 
THE VIEWS OF THESE ASSOCIATE MEMBERS. FOLLOWING THIS 
MEETING, THE EC CENTRAL BANKERS' EXPERT (HAYVAERT) 

GROUP OF THE DEPUTIES OF THE NINE’S CENTRAL BANK 
GOVERNORS WILL DRAFT A REPORT FOR THE GOVERNORS. 

THE EC COMMITTEE OF CENTRAL BANK GOVERNORS PLAN ON 
JUNE 9 TP PUT TOGETHER A FINAL REPORT FOR THE 
JUNE 16 FINANCE COUNCIL MEETING. THESE MEETINGS WILL 
FOCUS PRIMARILY ON FRANCE'S THREE SHORT RUN PROPOSALS. 
THE MONETARY COMMITTEE WILL ALSO MEET ON JUNE 9 SO 
AS TO INCLUDE THE VIEWS OF THE NINE'S FINANCE MINISTRIES. 

THIS MEETING WILL ALSO CONSIDER THE GOF’S LONGER-TERM 
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SUGGESTIONS FOR REFORMING THE SNAKE S OPERATIONS. 

4. TIMING OF FRENCH ENTRY: FOURCADE SAID AT THE 
FINANCE MINISTERS' MAY 20 LUNCH THAT FRANCE WANTED 
TO REJOIN NO LATER THAN IN JULY. MOST PARTICIPATING 
COUNTRIES, INCLUDING THE DUTCH, BELGIUM AND THE 
FRG, ARE PREPARED TO MEET THE FRENCH HALF WAY ON 
THE PROPOSALS TO SHARE THE COST OF INTERVENTIONS 
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AND TO EXTEND VERY SHORT TERM CREDITS. FRG PERM 
DEL OFFICIALS SAY THAT THE FRG HAD AN ADVANCE PREVIEW 
OF FOURCADE'S PROPOSALS. THE FRG THOUGHT A COMPROMISE 
COULD BE REACHED. NEVERTHELESS, BOTH THE GERMANS 
AND THE DUTCH TOOK THE POSITION THAT THE 
FRENCH SHOULD NOT CONSIDER THESE SUGGESTIONS TO BE 
PRE-CONDITIONS. FOURCADE REASSURED THE MINISTERS ON 
MAY 20 THAT THE GOF WAS TAKING A FLEXIBLE APPROACH 
TOWARD RE-ENTRY NEGOTIATIONS. 

5. COMMISSION OFFICIALS INDICATE THAT THE FRENCH 
DICISION WAS TIMED FOR MAXIMUM POLITICAL IMPACT. 

SOME BELIEVE THAT THE DECISION WAS PREMATURE AND 
THEY WOULD PREFER TO SEE THE GOF DELAY FORMAL 
RE-ENTRY. THEY ADD THAT THE FRANC HAS ALREADY 
DE JURE RETURNED TO THE SNAKE SINCE THE GOF IS NOW 
ADHERING TO ITS MARGINS. NOW THAT FRANCE HAS 
COMMITTED ITSELF, HOWEVER, THESE OFFICIALS BELIEVE 
GISCARD FOR POLITICAL REASONS WILL WANT TO REJOIN 
THE SNAKE BEFORE THE EUROPEAN COUNCIL MEETING IN 
MID-JULY. 

6. DOLLAR INTERVENTION ZONES: THERE IS SOLID 
OPPOSITION TO THE PROPOSAL TO ESTABLISH A COMMUNITY 
LEVEL FOR THE DOLLAR EXCHANGE RATE. SEVERAL MEMBER 
STATES, INCLUDING THE FRG, NETHERLANDS AND THE UK, 
INSISTED THAT THIS PROPOSAL COULD ONLY BE ADOPTED 

IF THE US AGREED TO COOPERATE. COMMISSION OFFICIALS 
BELIEVE IT WOULD BE DIFFICULT, IF NOT IMPOSSIBLE, 

FOR THE SNAKE TO MAINTAIN INTERVENTION ZONE AGAINST 
THE DOLLAR WITHOUT THE US ALSO INTERVENING TO SUPPORT 
AGREED UPON TARGET RATES. 

LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 04 EC BRU 04723 01 OF 02 281425Z 

7. LONG TERM PROPOSALS: FOURCADE'S SUGGESTIONS OF 
WIDER SNAKE MARGINS AND THE ADOPTION OF A FLEXIBLE 
REFERENCE RATE FOR THE SNAKE ARE SIMILAR TO PROPOSALS 
HE MADE LAST FALL. THE EC CENTRAL BANKERS' COMMITTEE 
STUDIED THESE PROPOSALS FOR FIVE MONTHS. THE BANKERS 
DID AGREE TO THE "SMOOTHING OUT" OPERATION AGAINST 
THE DOLLAR EXCHANGE RATE (SEE REF D) BUT LITTLE ELSE 
CAME OUT OF THESE PROPOSALS AND LITTLE IS EXPECTED 
NOW. 
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8. COMMISSION OFFICIALS TEND TO SUPPORT THE FRENCH 
DESIRE FOR MORE FLEXIBILITY IN THE SNAKE S OPERATIONS. 
THE COMMISSION WANTS TO AVOID CIRCUMSTANCES IN WHICH 
A MAJOR MEMBER STATE IS AGAIN FORCED TO LEAVE THE 
SNAKE. THIS COULD SERIOUSLY SET BACK STEPS FOR 
MONETARY INTEGRATION. THE FRENCH ARE REPORTEDLY 
CONCERNED OVER THE ADVERSE ECONOMIC IMPACT OF 
LIMITED OFFICIAL USE 
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FORTHCOMING LABOR NEGOTIATIONS IN THE FALL. IN 
ADDITION, THE GERMAN ECONMIC RECOVERY MAY BE 
SLOWER THAN ORIGINALLY EXPECTED, WHICH COULD ALSO 
HAVE A NEGATIVE IMPACT. BOTH OF THESE FACTORS 
COULD AFFECT FRANCE'S ECONOMIC STABILITY AND CONSE- 
QUENTLY ITS ABILITY TO ADHERE TO EXISTING MARGINS. 

FOR THESE REASONS. THE FRENCH WOULD LIKE THE 
FLEXIBILITY OF TEMPORARILY OPTING OUT OF THE SNAKE 
OR AT LEAST OF HAVING WIDER MARGINS, IF NECESSARY. 

9. SWISS FRANC ASSOCIATION: COMMISSION AND SWISS 
OFFICIALS HERE BELIEVE THAT THE SWISS FRANC WILL 
LIKELY BECOME ASSOCIATED WITH THE SNAKE SHORTLY 
AFTER FRANCE FORMALLY REJOINS. BOTH FRANCE AND 
BELGIUM HAVE REPORTEDLY INDICATED THAT THEIR 
EARLIER OBJECTIONS TO SWISS ASSOCIATION ARE NOW 
VIRTUALLY RESOLVED. THE COMMISSION, HOWEVER. WANTS 
AN ARRANGEMENT THROUGH WHICH THE EC WOULD HAVE 
JURISDICTION OVER THE POLICY DICISIONS OF THE SNAKE 
MEMBERS. SWISS OFFICIALS HERE SAY THE GOS IS NOW 
AWAITING A DECISION ON WHAT NEW REULES MAY COME OUT 
FO THE FRENCH ENTRY. THEY ARE CONCERNED THAT THE 
CURRENT ASSOCIATE MEMBERS OF THE SNAKE ARE NOT 
PARTICIPATING IN THESE DISCUSSIONS. THIS DOES NOT 
AUGUR WILL FOR THE TYPE OF COOPERATIVE RELATIONSHIP 
THAT THE SWISS ARE SEEKING WITH THE SNAKE MEMBERS. 
NEVERTHELESS, THESE OFFICIALS BELIEVE THE GOS 

WILL EVENTUALLY DECIDE TO BECOME ASSOCIATED WITH 
THE SNAKE. THE SWISS MAY JOIN AS EARLY AS JULY. 

10. COMMENT: COMMISSION OFFICIALS SEE FRANCE S 
RE-ENTRY AS A POSITIVE DEVELOPMENT FOR TWO REASONS. 
FIRST, IT HELPS OFFSET THE GROWING TENDENCY OF THE 
NORTHERN BLOC OF EUROPEAN STATES TO ACT INDEPENDENTLY 
OF THE OTHER MEMBER STATES. THERE HAS BEEN INCREASED 
DISCUSSION OF A "TWO-TIER'' APPROACH TO EC ECONOMIC 
INTEGRATION AND THE DEVELOPMENT OF A "DM BLOC". 

FRENCH ENTRY WOULD HELP COUNTER-BALANCE THESE 
TENDENCIES. OFFICIALS HERE BELIEVE THAT ITALY MAY 

ALSO RE-ENTER THE SNAKE SOMETIME NEXT YEAR. THIS WOULD 
FURTHER CONSOLIDATE ECONOMIC COOPERATION AMONG THE 
LIMITED OFFICIAL USE 
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11. SECONDLY. MEMBER STATES ARE HEAVILY DEPENDENT 
ON TRADE WITHIN THE COMMUNITY. COMMISSION OFFICIALS 
POINT OUT. FOR EXAMPLE, THAT MEMBER STATES DERIVE A 
LARGE PERCENTAGE OF THEIR TOTAL GNP FROM INTRA-EC 
TRADE: BELGIUM, 34 PERCENT; THE NETHERLANDS, 28 
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PERCENT; THE FRG, 10 PERCENT; DENMARK, 14 PERCENT; 

FRANCE AND ITALY, 8 PERCENT, AND THE UK, 6 PERCENT. 

(THESE FIGURES REFLECT THE TOTAL VALUE OF EXPORTS, 

RATHER THAN THE VALUE ADDED.) IN VIEW OF THE 
NINE'S ECONOMIC INTERDEPENDENCE, COMMISSION OFFICIALS 
BELIEVE THAT EXCHANGE RATE STABILITY WILL PROMOTE 
ECONOMIC EXPANSION AND INTEGRATION. END COMMENT. 

GREENWALD 
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